Abstract
Introduction
A growing economy requires a progressively rising volume of savings and adequate institutional arrangements for the mobilisation and allocation of savings. A welldeveloped and efficient financial system is indispensable prerequisite for the effective allocation of savings in an economy. A financial system consisting of financial institutions, instruments and markets provides an effective payment and credit supply network and thereby assists in channelling of funds from savers to investors in the economy (Bezborah and Singh, 2010 ).
There are different types of financial arrangements of which Shariah Finance is one. In India, the Banking companies (Regulation) Act, 1949 prohibits any kind of banking arrangements which prohibits the payment of interest. But the demand for inclusion of Shariah Finance in the financial system is being raised by several corners of the society in the past. However, there are different institutions other than the bank which are working on the basis of Shariah finance. Prime Minister s Economic Advisor Prof. Raghuram G. Rajan has already advocated in his report on financial sector reforms about the inclusion of Interest-free finance in our financial system. This will help a large number of people to be included in the financial system. These are the people who are not the part of financial system because of religious constraints.
Shariah Finance is also popular under several other names. It is also called as Islamic Finance, Ethical Finance, Interest-free Finance or special finance in various countries. It has its roots in the Islamic religion. Concerns for equity and justice, lawful (halal) and prohibited (haram) and a sense of responsibility towards the weaker sections of society are some of the highlighted principles which guide and control the economic activity of the believers in Islam as well as of Shariah Finance.
This system is already successfully functioning in many numbers of countries including those from Europe and North America. This symbolises the fact that the system has more than just religious merit. During the financial crisis of 2008, the resilience of the system has been noticed as well as appreciated by the different regulators of financial system all over the world.
In U.S.A., the Dow Jones Islamic Index tracks Shariah-compliant companies and funds. American investment funds, like those offered by TD Ameritrade and Charles Schwab, can invest in Shariah-compliant companies, and those companies can offer investments in American companies (Fox News, 2008) . The Obama administration after the turmoil of 2008 has announced the appointment of Shariah specialist in his advisory board (Chelsea, S. 2011).
Sources of Shariah Law
Shariah is an explanation of Islamic Law. It is a wider term denoting an abstract form of law capable of adaptation, development and further interpretation in the light of emerging situations. The most important sources of Shariah law are Quran and recorded traditions of the Prophet Mohammad (TSIS Research, 2010). There are some secondary sources also which includes analogical deduction, consensus of scholars, customs which are not contrary to Islamic ethos and aim at public welfare. But the secondary sources derive their authority from the primary sources. The few fundamental aspects are unalterable which are prohibited in the Quran and Sunnah.
Shariah Finance or Islamic Finance
Shariah puts a ban on certain types of economic activities. Major prohibitions under these include:
Receipt and payment of interest (known as Riba)
Excessive ambiguity (known as Gharar)
Any kind of non-productive speculative activities such as gambling, wagering, etc. (Known as Maysir).
In addition, there are certain other prohibited activities under Shariah. These are mentioned below:
1. It prohibits any economic and business activities related to products or services which are perceived to be harmful to human society. For example, the activities related to tobacco, alcohol, armaments, drugs, pornography, etc. are prohibited. 2. The followers of Islam are strictly ordained not to snatch each others wealth and property by wrongful or deceitful means. 3. Shariah prohibits any trade if it is not with mutual consent. Thus, the emphasis is put on trade with mutual consent and sharing of risk. 4. As per Shariah, money is a medium of exchange and store of value. It is considered only as potential capital and hence entitled to a return only when risked along with labour and effort. In Shariah Finance, therefore, money is not allowed to be bought and sold like a commodity. 5. Any charge on money lent for social causes, such as helping the poor in meeting their consumption, medical or other dire needs is abhorred on account of the inherent exploitation involved. 6. Any predetermined or fixed return for partnering in business is considered inequitable due to the unknown outcome of the business. 
Islamic Finance in India

Potential of Islamic Finance in India
BSE TASIS Shariah 50 Index
The Bombay Stock Exchange (BSE) and Taqwaa Advisory and Shariah Investment Solutions (TASIS) have jointly developed the first Shariah compliant equity index in India to be publically disseminated on a real-time basis. The index is constructed using the strict guidelines and local expertise of a domestic, India-based Shariah advisory board. The BSE TASIS Shariah 50 index (Popularly known as SHA 50) consists of the 50 largest and most liquid strictly Shariah compliant stocks from the BSE 500. It has adopted stock screening norms that are more conservative than its peers so that it becomes an ideal for Islamic investors. SHA 50 provides a new tool for use by Islamic and other investors to track the performance of India s largest and most liquid Shariah compliant stocks. The index can be licensed for the construction of Shariah compliant financial products including mutual funds, ETFs, and structured products. It is also India s first equity index to employ index constituent weight capping. Index constituent weights are capped at 8% at rebalancing, in an effort to increase the diversification within the index and ensure greater compliance with international regulatory and statutory investment guidelines (BSE TASIS Shariah Fact Sheet, 2011).
Shariah Screening Process
Shariah law does not permit investors to invest in companies that derive significant benefit from interest or the sale of other goods/services deemed sinful within the Islamic faith (e.g. alcohol, tobacco, firearms, etc. 
Advantages of Shariah Compliant Index
Shariah compliant indices can be used to construct investment products suitable to Muslim investors who do not wish to invest in stocks of companies that engage in activities that they deem to be against their beliefs. These kinds of product or investment instruments allow followers of the Islamic faith to invest without violating their religious principles. Several prominent studies in recent years have identified the fact that Muslim participation in India s financial system is minimal. The creation of this kind of index will help to promote financial inclusion of the Muslim population in India and attract investment flows from international funds that must adhere to Shariah norms. 
Review of Literature
Objectives of the Study
The objectives of the present study are given as follows: 1. To examine and compare the performance of the SHA 50 with the Nifty 50 2. To examine and compare the volatility of SHA 50 with the Nifty 50.
Hypotheses of the Study
The following hypotheses are considered for the present study:
1. H 01 : There is no significant difference between the return given by SHA 50 and Nifty 50.
H 02 :
There is no significant difference between the variance of SHA 50 and Nifty 50.
Justification of Considering SHA 50 and Nifty 50
Both SHA 50 and S&P Nifty 50 are indices based on the stock prices of 50 companies and have a base value of 1000. Besides it has been also researched by TASIS that Nifty has more number of Shariah compliant companies Listed in NSE (TASIS Research, 2010). 
Research Methodology
Where R is the raw return, P it is the price of the index I at time t and P it-1 is the price of the index I at time t-1. Since the SHA 50 and the Nifty 50 belong to different category of risk and the raw returns are not risk adjusted therefore Capital Asset Pricing Model is applied in order to calculate the risk adjusted return.
R p = R f + ( R m R f ) Equation (ii) Where R p is the Return of the portfolio in relation to the return from the market index, R m . R f is the risk free rate which is taken to be the interest rate on the savings bank account for the years 2008-09, 2009-10. The interest on savings bank account is taken at 3.5%. Beta, is the measure of the sensitivity of the portfolio to the market index. In the present study the market index is considered to be S&P Nifty 50 as the proxy market index. Further to analyse the performance of the two indices, the Treynor ratio (TR) and the Jenson s Measure, given by the value of is also calculated.
The Treynor ratio is given as
And the Jenson s measure , p is given by
All the symbols have their usual meanings.
Because the Shariah index constitutes of shares of fifty companies weighted and capped accordingly it can be presumed to represent a portfolio. 3. Type of study: The study is descriptive and analytical in nature. 4 . Tools of data analysis: Statistical tools such as F test, standard deviation, Variance, Coefficient of Variation, have been used using Microsoft Excel and SPSS 17.0 to arrive at logical conclusions.
Analysis and Findings
The analysis and findings of the study is presented in the following paragraphs:
Performance of the Indices
The returns for the SHA 50 and Nifty 50 have been given in Table 1 . An analysis of the Year to Date return from the SHA 50 index shows that it provides a return of 24.96 %, which is substantially higher than a meagre 1.11% return provided by the Nifty 50. It becomes evident from the above table that the return over the two year period (4 Jan 2009 to 31 Dec 2010) from SHA 50 stands quite high at 57.73% from that of Nifty 50 which stands at 44.35%. Moreover the results of annualized return over a period of three years (1 Jan2008 31 Dec 2010) shows that SHA 50 provides the return which is almost double than that of provided by Nifty 50.
By applying the CAPM model the risk adjusted return for the SHA 50 and Nifty 50 is given as 10.44% and 12.29% respectively [By using Equation (ii)]. The performance of the SHA 50 and Nifty 50 calculated by using the Treynor Ratio using Equation (iii) comes to 25.13% and 11.13% respectively. The Jenson measure given by Equation (iv) is measured to be 11.91% for SHA 50. As Nifty 50 is considered as the proxy of market portfolio, hence calculation of Jenson Measure for Nifty becomes redundant.
From the above results it can be construed that the returns from the SHA 50 in the post slump period (after 2008) has been proficiently better than that of the country s premier index, S&P Nifty 50. Also the Treynor Ratio indicates that SHA 50 is a better performer than Nifty 50. However, when the risk factor is considered to calculate the return using the CAPM model Nifty 50 shows higher return. The findings, therefore, capture a tinge of ambivalence when the risk factor is considered.
Volatility of the Indices
In order to measure volatility, the standard deviation and variance are considered. These are presented in table 2 and table 2 . The table 3 clearly explains that the standard deviation of the Nifty 50 is quite higher than that of the SHA 50. The variance as a measure of the volatility of the share prices for the SHA 50 and Nifty 50 is significantly different because the f test value is less than 0.5(i.e. 0). Hence the null hypothesis is rejected. Thus, it is evident that SHA 50 is less volatile than that of Nifty 50. But after comparison of their respective coefficient of variation [ Table 2 ], it is seen that SHA 50 is relatively more volatile than that of Nifty 50. This provides an explanation as to when the risk factor is adjusted to the raw returns, Nifty 50 show better performance.
Conclusion
Though 
Policy implications
It is worthwhile to mention here that the business of Shariah Finance is not supposed to be conducted only by certain groups or adherents of a certain faith. Anybody who adheres to the Shariah prescriptions irrespective of his/her faith or religion would be considered Shariah-compliant. Shariah compliant indices can be used to construct investment products that are attractive to Islamic investors. This will help in the inclusion of a large section of the Muslim population into the formal financial system of the country who are not the part of the formal financial system due the religious constraints. Another implication of constructing an Islamic index is that it will help the country in attracting more amount of foreign direct as well as indirect investment from the international fund houses which adhere to Shariah norms. For Asset Management companies the index provides a very strong opportunity to construct funds as the Islamic index provides higher returns than that of its contemporary indices and is also comparatively stable.
Limitation
Though the present study makes a comparison between the Nifty50 and SHA50, it should be noted that the SHA 50 was launched in 27 Dec, 2010 and the remaining values of the share prices, receding back to 1Jan, 2008 have obtained via back testing, and therefore might not reflect the real share prices. The study also makes no attempt to investigate a pattern or trend in the movement of the share prices over the period of three years considered.
Scope of Further Research
More research can be performed on the index, three or five years forward, because then its real values and not the back tested values would be available. The present study also makes no attempt to investigate the behaviour of the SHA 50 in the bearish market. Such a work would be beneficial so that a better understanding of its performance is available. Besides various methods of technical trading such as moving average, filter tests can also be performed to reckon the points of buy or sell for the investors.
